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To the Members of the AICPA Tax Division:
Enclosed is the AICPA practice guide prepared by the Taxation of 
Distributions from Qualified Plans Task Force which discusses the 
IRC Section 4980A "grandfather” election. This section imposes a 
15 percent excise tax on excess distributions from qualified 
retirement plans, IRAs and tax sheltered annuities, and on excess 
accumulations in these plans at death.
Individuals who as of August 1, 1986 have accumulated aggregate 
benefits (vested and nonvested) in these plans in excess of 
$562,500 may make a grandfather election. The grandfather 
election eliminates the excise tax on benefits accrued prior to 
August 1, 1986. The value of benefits accrued as of August 1, 
1986 must be determined from records furnished by the plan 
administrator. Plan administrators are not required to furnish 
the information unless a request is made before April 15, 1989.
If a timely request is made, the administrator must respond by 
July 15, 1989.
The deadline for making the grandfather election is the extended 
due date for filing the 1988 federal income tax return.
Therefore, for a calendar year taxpayer with an approved 
extension, the election must be made no later than October 15, 
1989.
This practice guide discusses the general rules of Section 4980A 
as well as those applicable to the grandfather election. It 
contains an analysis of the grandfather election and includes a 
worksheet to assist in the determination of which of your clients 
have accumulated benefits at August 1, 1986, in excess of 
$562,500. For those that do, the practice guide discusses 
considerations that should be taken into account in deciding 
whether the election should be made.
Sincerely,
Donald H. Skadden
Vice President - Taxation
DHS:j ab
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INTRODUCTION
E nac ted  a s  p a r t  o f th e  Tax Reform  Act o f 1986, §4980A 
( fo rm e r ly  §4981A) o f  th e  I n t e r n a l  Revenue Code ( th e  "C ode” ) 
im poses a 15% e x c i s e  ta x  on " e x c e s s "  l i f e t i m e  d i s t r i b u t i o n s  and 
" e x c e s s "  a c c u m u la tio n s  in  e s t a t e s  w hich a re  a t t r i b u t a b l e  to  
q u a l i f i e d  § 4 0 1 (a ) p la n s ,  § 4 0 3 (a ) and § 4 0 3 (b ) a n n u i t i e s ,  and 
IRAs. T h is  ta x  i s  a p p l i c a b l e  to  d i s t r i b u t i o n s  made a f t e r  1986 
and to  e s t a t e s  o f d e c e d e n ts  d y in g  a f t e r  1986. I n d iv id u a l s  who 
have a cc u m u la te d  a g g re g a te  b e n e f i t s  ( v e s te d  and n o n v e s te d )  in  th e  
fo re g o in g  ty p e s  o f  p la n s  on A ugust 1, 1986 in  e x c e s s  o f  $5 6 2 ,5 0 0  
may make a " g r a n d f a th e r "  e l e c t i o n .  The e l e c t i o n  e l i m in a t e s  th e  
e x c i s e  ta x  on b e n e f i t s  a c c ru e d  p r i o r  to  A ugust 1, 1986.
EXCESS RETIREMENT DISTRIBUTIONS
G e n era l R u le
The 15% e x c i s e  ta x  on e x c e s s  r e t i r e m e n t  d i s t r i b u t i o n s  
a p p l i e s  to  r e t i r e m e n t  d i s t r i b u t i o n s  r e c e iv e d  in  a y e a r  t h a t  
ex ceed  th e  th r e s h o ld  am ount. The th r e s h o ld  amount i s  th e  g r e a t e r  
o f $ 1 5 0 ,0 0 0 , o r  $1 1 2 ,5 0 0  a d ju s t e d ,  b e g in n in g  in  1988, f o r  c o s t -  
o f - l i v i n g  i n c r e a s e s  ( th e  "COLA t h r e s h o l d " ) .  The IRS h as 
announced th e  fo l lo w in g  COLA i n c r e a s e s :  f o r  1988, th e  COLA 
th r e s h o ld  i s  $ 1 1 7 ,5 2 9 ; f o r  1989, i t  i s  $ 1 2 2 ,5 8 0 . A s e p a r a te  
th r e s h o ld  a p p l i e s  f o r  c e r t a i n  lump-sum  d i s t r i b u t i o n s .
The " r e t i r e m e n t  d i s t r i b u t i o n s "  in c lu d e d  in  t h i s  c o m p u ta tio n  
a re  th e  am ounts d i s t r i b u t e d  d u r in g  th e  t a x a b le  y e a r  u n d e r a 
q u a l i f i e d  p la n  d e s c r ib e d  in  § 4 0 1 (a ) , any a n n u ity  p la n  d e s c r ib e d  
in  § 4 0 3 (a )  and § 4 0 3 (b ) , and any i n d iv i d u a l  r e t i r e m e n t  p la n  
(IR A ). T hese p la n s  a r e  r e f e r r e d  to  in  t h i s  p r a c t i c e  g u id e  as 
" a p p l i c a b l e  p l a n s . "  In  a m a jo r d e p a r tu r e  from  th e  norm al 
d i s t r i b u t i o n  r u l e s ,  n e t  u n r e a l iz e d  a p p r e c i a t i o n  on em p lo y er 
s e c u r i t i e s  d i s t r i b u t e d  from  a q u a l i f i e d  p la n  i s  s u b je c t  to  th e  
e x c i s e  ta x  even  though  i t  may n o t be s u b je c t  to  incom e ta x .
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The fo l lo w in g  d i s t r i b u t i o n s  a re  e x c lu d e d  from  th e  e x c is e
t a x :
(1 ) D i s t r i b u t i o n s  r e c e iv e d  w ith  r e s p e c t  to  a n o th e r  
i n d iv i d u a l  a f t e r  t h a t  i n d i v i d u a l ’s d e a th  ( u n le s s  th e  
" s p o u s a l  e l e c t i o n "  d is c u s s e d  below  i s  m ade);
(2 ) D i s t r i b u t i o n s  p a y a b le  to  an a l t e r n a t e  payee  p u r s u a n t  to  
a Q u a l i f i e d  D om estic  R e la t i o n s  O rd e r (QDRO) i f  th e s e  
d i s t r i b u t i o n s  a re  i n c lu d a b le  in  th e  a l t e r n a t e  p a y e e ’ s
in co m e ;
(3 )  D i s t r i b u t i o n s  r e p r e s e n t in g  an e m p lo y ee ’ s in v e s tm e n t  in  
th e  c o n t r a c t  ( e .g .  a f t e r - t a x  c o n t r i b u t i o n s ) ;
(4 )  D i s t r i b u t i o n s  n o t in c lu d e d  in  g r o s s  incom e by re a s o n  o f 
a r o l l o v e r  c o n t r i b u t i o n ;
(5 )  D i s t r i b u t i o n  o f  an a n n u i ty  c o n t r a c t ,  th e  v a lu e  o f  w hich 
i s  n o t in c lu d a b le  in  g r o s s  incom e a t  th e  tim e  o f 
d i s t r i b u t i o n ;
(6 )  D i s t r i b u t i o n s  o f  e i t h e r :  (1 )  e x c e s s  d e f e r r a l s  u n d e r 
§402( g ) ( 2 ) (A) ( i i  ) ;  (2 ) e x c e s s  c o n t r i b u t i o n s  and 
e a r n in g s  u n d e r § 4 0 1 (k ) (8 )  o r  § 4 0 8 ( d ) ( 4 ) ;  o r  (3 ) e x c e s s  
a g g re g a te  c o n t r i b u t i o n s  and e a r n in g s  u n d e r § 4 0 1 (m )(6 ); 
and
(7 ) D i s t r i b u t i o n s  o f  m e d ic a l b e n e f i t s  p ro v id e d  u n d e r 
§4 0 1 (h ) t h a t  a r e  e x c lu d e d  from  incom e u n d e r §§104, 105 
o r  106.
I t  sh o u ld  be n o te d  t h a t  r e q u i r e d  minimum d i s t r i b u t i o n s  u n d e r 
§ 4 0 1 (a ) (9 )  a re  n o t e x c lu d e d  in  d e te rm in in g  e x c e s s  d i s t r i b u t i o n  
a m o u n ts .
G ra n d fa th e r  E le c t io n
I n d i v id u a l s  whose t o t a l  a c c u m u la te d  b e n e f i t s  u n d e r a l l  
a p p l i c a b l e  p la n s  ex ceed ed  $ 5 6 2 ,5 0 0  on A ugust 1, 1986 a re  e n t i t l e d  
t o  make a s p e c i a l  " g r a n d f a th e r "  e l e c t i o n  to  exem pt th o s e  b e n e f i t s  
( th e  " g r a n d f a th e r e d  am oun t") from  th e  e x c i s e  t a x .  When such  an 
e l e c t i o n  i s  m ade, e x c e s s  d i s t r i b u t i o n s  a r e  th o s e  t h a t  ex ceed  th e  
g r e a t e r  o f th e  COLA th r e s h o ld  o r  th e  amount o f  th e  g r a n d f a th e r e d  
b e n e f i t  c o n s id e r e d  re c o v e re d  d u r in g  t h a t  y e a r .
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The g r a n d f a th e r e d  am ount may be re c o v e re d  u n d e r one o f th r e e  
a l t e r n a t i v e s :  10% d i s c r e t i o n a r y  m ethod, 100% d i s c r e t i o n a r y
m ethod, and th e  a t t a i n e d  age m ethod. Under th e  10% m ethod , i0% 
o f  th e  t o t a l  d i s t r i b u t i o n s  t h a t  an i n d iv id u a l  r e c e iv e s  d u r in g  a 
c a le n d a r  y e a r  i s  t r e a t e d  a s  a r e c o v e ry  o f  th e  g r a n d f a th e r e d  
am ount. A l t e r n a t i v e l y ,  a ta x p a y e r  can  e l e c t  to  t r e a t  100% o f th e  
am ounts r e c e iv e d  d u r in g  a c a le n d a r  y e a r  a s  g r a n d f a th e r e d  
am oun ts. F i n a l l y ,  a ta x p a y e r  can u se  th e  a t t a i n e d  age m ethod, 
u n d e r w hich th e  g r a n d f a th e r e d  amount i s  d e te rm in e d  by m u lt ip ly in g  
d i s t r i b u t i o n s  d u r in g  th e  y e a r  by a f r a c t i o n  r e l a t e d  to  th e  
t a x p a y e r ’ s a g e . The n u m e ra to r  o f  th e  f r a c t i o n  i s  th e  d i f f e r e n c e  
be tw een  th e  i n d i v i d u a l ’s age in  m onths on A ugust 1, 1986, and th e  
i n d i v i d u a l 's  age in  m onths a t  age 35 (420 m o n th s ) . The 
d e n o m in a to r  o f th e  f r a c t i o n  i s  th e  d i f f e r e n c e  be tw een  th e  
i n d i v i d u a l 's  age in  m onths on December 31 o f  th e  c a le n d a r  y e a r  o f 
d i s t r i b u t i o n  and th e  i n d i v i d u a l 's  age in  m onths a t  age 35 (420 
m o n th s) .
LUMP-SUM DISTRIBUTIONS
G e n e ra l R u le
I f  a ta x p a y e r  r e c e iv e s  a lum p-sum  d i s t r i b u t i o n  d e s c r ib e d  in  
§402( e ) ( 4 ) ( A ), th e n  th e  th r e s h o ld  am ount may be f i v e  t im e s  th e  
g r e a t e r  o f  $ 1 5 0 ,0 0 0  o r  th e  COLA th r e s h o ld .  To q u a l i f y  f o r  t h i s  
h ig h e r  t h r e s h o ld ,  th e  ta x p a y e r  m ust e l e c t  to  have th e  lump-sum  
d i s t r i b u t i o n  ta x e d  u n d e r  f i v e  y e a r  a v e r a g in g ,  th e  p h a se  o u t o f 
c a p i t a l  g a in  t r e a tm e n t  (§ 1 1 2 2 (h ) (4 )  o f  TRA '8 6 ) ,  g r a n d f a th e r e d  
lo n g - te rm  c a p i t a l  g a in  r u l e s  (§ 1 1 2 2 (h ) (3 )  o f  TRA '8 6 ) ,  o r  
g r a n d f a th e r e d  te n  y e a r  a v e ra g in g  (§ 1 1 2 2 (h ) (3 )  and (5 )  o f TRA 
’ 8 6 ) . I f  a ta x p a y e r  r e c e iv e s  a lump-sum  d i s t r i b u t i o n  and makes 
one o f  th e s e  e l e c t i o n s ,  and d o e s  n o t make a g r a n d f a th e r  e l e c t i o n ,  
th e  th r e s h o ld  amount f o r  1987, 1988, and 1989 i s  $7 5 0 ,0 0 0  ( th e  
g r e a t e r  o f  5 x $ 1 5 0 ,0 0 0 ; o r  5 x $ 1 1 2 ,5 0 0  f o r  1987, 5 x $ 1 17 ,529  
f o r  1988, and 5 x $ 1 2 2 ,5 8 0  f o r  1 9 8 9 ).
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R e tire m e n t  d i s t r i b u t i o n s  r e c e iv e d  d u r in g  a y e a r  a re  
s e p a r a t e l y  c l a s s i f i e d  as lump-sum and o th e r  d i s t r i b u t i o n s .  As a 
r e s u l t ,  a ta x p a y e r  can  r e c e iv e  b o th  th e  norm al a n n u a l th r e s h o ld  
( th e  g r e a t e r  o f $ 1 50 ,000  o r  th e  COLA th r e s h o ld  ) and th e  lump-sum 
th r e s h o ld  ( f i v e  t im e s  th e  g r e a t e r  o f $ 1 50 ,000  o r  th e  COLA 
th r e s h o ld )  in  th e  same y e a r .  T h is  can  o c c u r ,  f o r  exam p le , when a 
ta x p a y e r  r e c e iv e s  a lump-sum d i s t r i b u t i o n  from  th e  q u a l i f i e d  p la n  
and a p e r io d i c  paym ent from an IRA in  th e  same y e a r .
Example 1.
D uring  1988 T ax p ay er A, age 68, r e c e iv e s  a lump-sum 
d i s t r i b u t i o n  from a p e n s io n  p la n  o f  $ 8 5 0 ,0 0 0  and a 
d i s t r i b u t i o n  from  an IRA o f  $ 1 7 5 ,0 0 0 . A g r a n d f a th e r  
e l e c t i o n  i s  n o t made. The 15% e x c i s e  ta x  i s  com puted 
a s  fo l lo w s :
Lump-sum d i s t r i b u t i o n  $85 0 ,0 0 0
Lump-sum e x c lu s io n  ( 7 5 0 ,0 0 0 )
E x cess  d i s t r i b u t i o n
IRA d i s t r i b u t i o n  $ 1 75 ,000
Annual e x c lu s io n  150 ,000
E x cess  d i s t r i b u t i o n
T o ta l  e x c e s s  d i s t r i b u t i o n
E x c ise  ta x
$100 ,000
$ 2 5 ,0 0 0
125 ,000  
x 15%
$ 18 ,750
Note t h a t  th e  th r e s h o ld  am ounts o f  $15 0 ,0 0 0  and $75 0 ,0 0 0  
w ere c h o sen  b e c a u se  th e y  w ere g r e a t e r  th a n  th e  in d ex e d  am ounts o f 
$ 1 17 ,529  and $ 5 87 ,645  a p p l i c a b l e  f o r  1988.
G r a n d f a th e r  E le c t io n
I f  an i n d iv i d u a l  makes one o f th e  f o u r  lum p-sum  e l e c t i o n s  
d e s c r ib e d  ab o v e , and a g r a n d f a th e r  e l e c t i o n ,  th e  t h r e s h o ld  amount 
i s  th e  g r e a t e r  o f :  (1 )  f i v e  t im e s  th e  COLA th r e s h o ld ;  o r  (2 ) th e  
g r a n d f a th e r e d  amount r e c o v e r e d .  The same th r e e  r e c o v e ry  
a l t e r n a t i v e s  a re  a v a i l a b l e  f o r  lum p-sum  d i s t r i b u t i o n s  a s  f o r  
o th e r  d i s t r i b u t i o n s .
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Example 2 .
In  1988 T ax p ay er B, age 65, a c a le n d a r  y e a r  ta x p a y e r ,  
r e c e iv e s  a lump-sum d i s t r i b u t i o n  o f  $8 0 0 ,0 0 0  from a 
q u a l i f i e d  p la n  and a d i s t r i b u t i o n  o f  $ 1 5 0 ,0 0  from  an 
IRA. He made a v a l id  g r a n d f a th e r  e l e c t i o n  and e l e c t s  
f i v e  y e a r  a v e ra g in g  f o r  th e  lump-sum d i s t r i b u t i o n  from 
th e  q u a l i f i e d  p la n .  B ch o se  th e  100% d i s c r e t i o n a r y  
m ethod to  r e c o v e r  th e  g r a n d f a th e r  am ount. On Ja n u a ry  
1, 1988, h i s  u n re c o v e re d  g r a n d f a th e r  amount i s  $ 9 0 0 ,0 0 0 .
A l lo c a t io n  o f  G ra n d fa th e r  Amount
Lump-sum d i s t r i b u t i o n  _ $ 800 ,000
T o ta l  D i s t r i b u t i o n  $950 ,000
O th e r  D i s t r i b u t i o n  _ $15 0 ,0 0 0  
T o ta l  D i s t r i b u t i o n  $ 9 5 0 ,0 0 0
842 x 9 0 0 ,0 0 0  = $757,8 0 0
158 x 9 0 0 ,0 0 0  = $1 4 2 , 200
C a lc u la t io n  Of E x c ise  Tax
Lump-sum d i s t r i b u t i o n :
T o ta l  $ 8 00 ,000
G ra n d fa th e r  ( 7 5 7 ,8 0 0 ) *
O th e r  d i s t r i b u t i o n :
T o ta l  $ 150 ,000
G ra n d fa th e r  ( 1 4 2 ,2 0 0 ) **
E xcess d i s t r i b u t i o n s  
Tax r a t e
T o ta l  E x c ise  Tax
$ 4 2 ,2 0 0
$ 7 ,8 0 0
$ 5 0 ,0 0 0  
x 15%
$ 7 ,5 0 0
N ote: B ecause B’s d i s t r i b u t i o n s  ex ceed  th e  g r a n d f a th e r  am ount,
th e  g r a n d f a th e r  amount i s  z e ro  f o r  a l l  s u b s e q u e n t y e a r s .
* The th r e s h o ld  amount used  i s  th e  g r e a t e r  o f :  (1 ) 5 t im e s  
th e  COLA th r e s h o ld  (5 x $ 1 1 7 ,5 2 9  = $ 5 8 7 ,6 4 5 ) ; o r  th e  
g r a n d f a th e r e d  am ount re c o v e re d  f o r  th e  y e a r  ($ 7 5 7 ,8 0 0 ) .
* * The th r e s h o ld  amount u sed  i s  th e  g r e a t e r  o f :  (1 ) th e
COLA th r e s h o ld  ($ 1 1 7 ,5 2 9 )  o r  th e  g r a n d f a th e r e d  amount 
r e c o v e re d  f o r  th e  y e a r .
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EXCESS ACCUMULATIONS AT DEATH
G e n era l R ule
The 15% e x c i s e  ta x  i s  a l s o  im posed on e x c e s s  a c c u m u la tio n s  
a t  d e a th  in  e s t a t e s  o f d e c e d e n ts  d y in g  a f t e r  December 31 , 1986.
An e x c e s s  r e t i r e m e n t  a c c u m u la tio n  i s  d e f in e d  a s  th e  e x c e s s  
o f :  (1 )  th e  a g g re g a te  v a lu e  o f th e  d e c e d e n t ’s i n t e r e s t  in  a l l
a p p l i c a b l e  p la n s  m easured  a s  o f th e  d a te  o f  th e  d e c e d e n t 's  d e a th  
o v e r (2 ) an amount e q u a l to  th e  p r e s e n t  v a lu e  o f a h y p o th e t i c a l  
l i f e  a n n u ity  w here th e  a n n u a l am ounts a r e  b a sed  on th e  g r e a t e r  o f 
$ 1 50 ,000  o r  th e  COLA th r e s h o ld  am ount. In com puting  a d e c e d e n t 's  
i n t e r e s t  in  th e s e  p l a n s ,  l i f e  in s u r a n c e  p ro c e e d s  in  e x c e s s  o f th e  
a c t u a l  c a sh  v a lu e  o f th e  p o l ic y  in  a q u a l i f i e d  p la n  and PS 58 
c o s t s  p r e v io u s ly  in c lu d e d  in  t a x a b le  incom e a re  e x c lu d e d . I f  th e  
e x e c u to r  o f th e  e s t a t e  e l e c t s  to  u se  th e  a l t e r n a t e  v a lu a t io n  d a te  
u n d e r  §2032, th e n  th e  e x c e s s  a c c u m u la tio n  am ount would a l s o  be 
v a lu e d  a s  o f th e  l a t e r  d a t e .
Under e x i s t i n g  r e g u l a t i o n s ,  th e  p r e s e n t  v a lu e  o f th e  
h y p o th e t i c a l  a n n u ity  i s  d e te rm in e d  by u s in g  T ab le  A o f Reg. 
§ 2 0 .2 0 3 l - 7 ( f ) .  E x h ib i t  I d i s p l a y s  th e  v a lu e  o f  a h y p o th e t i c a l  
a n n u ity  u s in g  $1 5 0 ,0 0 0  a s  th e  a n n u a l l i m i t a t i o n  f o r  a g e s  50 
th ro u g h  80 . I t  s h o u ld , how ever, be  n o te d  t h a t  th e  v a l i d i t y  o f 
th e  e x i s t i n g  r e g u l a t i o n 's  r e f e r e n c e  to  § 2 0 .2 0 3 1 - 7 ( f ) f o r  p u rp o se s  
o f  t h i s  c a l c u l a t i o n  h as  b een  c a l l e d  i n t o  q u e s t io n  by th e  
e n a c tm e n t o f  §7520 w hich a p p l i e s  f o r  a n n u i t i e s  t h a t  a re  r e q u i r e d  
to  be v a lu e d  a f t e r  May 1, 1989.
Example 3 .
Assume an in d iv i d u a l  d i e s  on F e b ru a ry  1, 1987 a t  age 70 
and 9 m onths and t h a t  th e  v a lu e  o f  h i s  i n t e r e s t  in  a l l  
a p p l i c a b l e  p la n s  i s  $ 2 ,0 0 0 ,0 0 0 . As th e  d e c e d e n t was 70 
y e a r s  and 9 m onths a t  d e a th ,  by ta k in g  o n ly  w hole y e a r s  (7 0 ) 
i n t o  a c c o u n t and u s in g  T a b le  A o f  Reg. § 2 0 .2 0 3 l - 7 ( f ) ,  th e  
p r e s e n t  v a lu e  o f a s i n g l e  l i f e  a n n u i ty  i s  6 .0 5 2 2 . The 
g r e a t e r  o f  $ 1 5 0 ,0 0 0  o r  $ 1 1 2 ,5 0 0  f o r  1987 i s  $ 1 5 0 ,0 0 0 . By 
a p p ly in g  th e  f a c t o r  o f 6 .0522  x 1 5 0 ,0 0 0 , th e  p r e s e n t  v a lu e  
would e q u a l  $ 9 0 7 ,8 3 0 . The e x c i s e  ta x  on e x c e s s  accumulation 
i s  d e te rm in e d  a s  f o l lo w s :
6
T o ta l  v a lu e  a s  o f  th e  d a te  o f  d e a th  
L ess: V alue o f  h y p o th e t i c a l  s i n g l e  l i f e
a n n u ity  c o n t r a c t
$ 2 ,0 0 0 ,0 0 0  
( 9 0 7 ,8 3 0 )
E xcess A ccum ulation  
Tax R a te
$ 1 ,0 9 2 ,1 7 0  
x 15%
E s ta te  E x c ise  Tax $ 163 ,825
G ra n d fa th e r  E le c t io n
I f  a g r a n d f a th e r  e l e c t i o n  i s  made, e x c e s s  r e t i r e m e n t  
a c c u m u la tio n s  a re  d e te rm in e d  by com paring  th e  d e c e d e n t ’s i n t e r e s t  
in  a l l  a p p l i c a b l e  p la n s  to  th e  g r e a t e r  o f  th e  u n re c o v e re d  
g r a n d f a th e r e d  amount a s  o f d a te  o f d e a th  (o r  a l t e r n a t e  v a lu a t io n  
d a t e ,  i f  e l e c t e d )  o r  th e  p r e s e n t  v a lu e  o f  a h y p o th e t i c a l  l i f e  
a n n u ity  b a sed  on th e  COLA th r e s h o ld .
The u n re c o v e re d  g r a n d f a th e r e d  amount a s  o f th e  d a te  o f d e a th  
i s  th e  re m a in d e r  o f th e  o r i g i n a l  am ount a s  o f  A ugust 1, 1986 l e s s  
g r a n d f a th e r e d  am ounts re c o v e re d  d u r in g  th e  p a r t i c i p a n t ’ s 
l i f e t i m e .
The ta x  i s  a l s o  n o t s u b je c t  to  any o f  th e  u s u a l  e s t a t e  ta x  
c r e d i t s  o r  e x c lu s io n s .  The e x c i s e  ta x  on e x c e s s  a c c u m u la t io n s  i s  
n o t d e d u c t ib l e  a g a in s t  incom e in  r e s p e c t  o f  a d e c e d e n t (§ 6 9 1 ) , 
b u t  i s  a llo w e d  a s  a d e d u c t io n  from  th e  g r o s s  e s t a t e  f o r  th e  
norm al e s t a t e  ta x  c a l c u l a t i o n .  T h e r e f o r e ,  an e s t a t e  w hich i s  
s u b je c t  to  th e  50% r a t e ,  e f f e c t i v e l y ,  w i l l  pay a 7-1/2%  e s t a t e  
e x c i s e  t a x .  I t  sh o u ld  a l s o  be n o ted  t h a t  com m unity p r o p e r ty  law s 
a re  d i s r e g a r d e d .
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Under th e  T e c h n ic a l  and M is c e lla n e o u s  Revenue Act ("TAMRA"), 
a new s p o u s a l  e l e c t i o n  i s  a v a i l a b l e  and a s u r v iv in g  sp o u se  can  
now e l e c t  to  have th e  d e c e d e n t ’ s b e n e f i t s  t r e a t e d  a s  th e  b e n e f i t s  
o f th e  s u r v iv in g  sp o u s e . T h is  a v o id s  any e x c i s e  ta x  a t  th e  
d e c e d e n t s p o u s e ’ s d e a th .
Example 4.
Assume th e  same f a c t s  a s  in  exam ple 3 , e x c e p t  t h a t  th e  
g r a n d f a th e r  e l e c t i o n  had been  made, and th e  100% 
d i s c r e t i o n a r y  m ethod e l e c t e d .  A lso  assum e t h a t  th e  
g r a n d f a th e r e d  amount a s  o f  A ugust 1, 1986 was $ 1 ,1 0 0 ,0 0 0 . In  
a d d i t i o n ,  d i s t r i b u t i o n s  o f $50 0 ,0 0 0  w ere made be tw een  
A ugust 1, 1986 and th e  d a te  o f  d e a th ,  so th e  u n re c o v e re d  
g r a n d f a th e r e d  amount was $ 6 0 0 ,0 0 0 . T h e r e f o r e ,  th e  amount to  
be used  a s  a r e d u c t io n  from  th e  $ 2 ,0 0 0 ,0 0 0  amount re m a in in g  
a t  d e a th  i s  th e  g r e a t e r  o f th e  u n re c o v e re d  g r a n d f a th e r e d  
am ount, $ 6 0 0 ,0 0 0 , o r  th e  p r e s e n t  v a lu e  o f a h y p o th e t i c a l  
a n n u i ty  o f  $ 1 1 2 ,5 0 0  a y e a r  f o r  16 y e a r s  (See T ab le  V. Reg. 
§ 1 .7 2 - 9 ) .  Under e x i s t i n g  r e g u l a t i o n s ,  t h i s  i s  c a l c u l a t e d  by 
m u l t ip ly in g  $1 1 2 ,5 0 0  x 6 .0522  ( s e e  A n nu ity  T a b le  A, Reg. 
§ 2 0 .2 0 3 1 - 7 ( f ) )  w hich e q u a ls  $ 6 8 0 ,5 2 7 .
S in c e  $ 6 8 0 ,5 2 7  i s  g r e a t e r  th a n  th e  u n re c o v e re d  $ 6 00 ,000  
g r a n d f a th e r e d  am ount, i t  i s  s u b t r a c t e d  from  th e  $ 2 ,0 0 0 ,0 0 0  to  
a r r i v e  a t  an e x c e s s  a c c u m u la tio n  o f  $ 1 ,3 1 9 ,1 7 3  w ith  a 
r e s u l t i n g  e s t a t e  e x c i s e  ta x  o f  $19 7 ,8 7 5  (15% x $ 1 ,3 1 9 ,1 7 3 ) .  
Exam ple 5.
Assume th e  same f a c t s  a s  exam ple 4. How ever, assum e t h a t  
d i s t r i b u t i o n s  p r i o r  to  th e  d a te  o f d e a th  w ere $ 9 0 ,0 0 0 , 
th e re b y  re d u c in g  th e  u n re c o v e re d  g r a n d f a th e r e d  amount to  
$ 1 ,0 1 0 ,0 0 0 . As th e  u n re c o v e re d  g r a n d f a th e r e d  amount 
($ 1 ,0 1 0 ,0 0 0 )  i s  g r e a t e r  th a n  th e  p r e s e n t  v a lu e  o f th e  
h y p o th e t i c a l  s i n g l e  l i f e  a n n u i ty  ($ 6 8 0 ,5 2 7 ) ,  th e  h ig h e r  
am ount, $ 1 ,0 1 0 ,0 0 0  i s  d e d u c te d  from  th e  $ 2 ,0 0 0 ,0 0 0  to  r e s u l t  
in  an e x c e s s  a c c u m u la tio n  o f  $99 0 ,0 0 0  and a ta x  o f  $ 1 48 ,500  
(15% x $ 9 9 0 ,0 0 0 ) .
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THE EXCISE TAX AND PREMATURE DISTRIBUTION TAX
I f  d i s t r i b u t i o n s  a re  s u b je c t  to  th e  10% p re m a tu re  
d i s t r i b u t i o n  ta x  u n d e r § 7 2 ( t ) ,  th e  amount o f  th e  p re m a tu re  
d i s t r i b u t i o n  ta x  a t t r i b u t a b l e  to  th e  e x c e s s  d i s t r i b u t i o n  i s  
s u b t r a c t e d  from  th e  e x c e s s  d i s t r i b u t i o n  t a x .
PAYING THE EXCESS DISTRIBUTIONS AND ACCUMULATION TAX
A ta x p a y e r  s u b je c t  to  th e  e x c e s s  d i s t r i b u t i o n s  ta x  must 
c o m p le te  Form 5329 -  "R e tu rn  f o r  IRA and R e tire m e n t  P lan  T axes" 
and a t t a c h  i t  to  th e  incom e ta x  r e t u r n  f o r  th e  y e a r  o f  
d i s t r i b u t i o n .  An e s t a t e  s u b je c t  to  th e  e x c e s s  a c c u m u la tio n  ta x  
m ust r e p o r t  th e  e x c i s e  ta x  on S c h e d u le  S (Form 706) t h a t  i s  f i l e d  
w ith  th e  e s t a t e  ta x  r e t u r n  in c lu d in g  e x te n s io n s .
DETERMINING ACCRUED BENEFITS ON AUGUST 1, 1986
A p la n  a d m i n i s t r a t o r  i s  n o t r e q u i r e d  to  n o t i f y  i n d i v i d u a l s
o f  t h e i r  A ugust 1, 1986 a c c u m u la te d  b e n e f i t s  e x c e p t  in  r e s p o n s e
to  r e q u e s t s  r e c e iv e d  b e fo r e  A p r i l  15, 1989 . I f  a t im e ly  r e q u e s t  
i s  made, a re s p o n s e  i s  r e q u i r e d  no l a t e r  th a n  J u ly  15, 1989.
MAKING THE GRANDFATHER ELECTION
A g r a n d f a th e r  e l e c t i o n  i s  made by f i l i n g  Form 5329 w ith  a 
1987 o r  1988 incom e ta x  r e t u r n .  On Form 5329, th e  in d iv id u a l  
m ust r e p o r t  th e  i n i t i a l  g r a n d f a th e r  amount and e l e c t  th e  
g r a n d f a th e r  r e c o v e ry  m ethod to  be u se d .
The d e a d l in e  f o r  f i l i n g  th e  e l e c t i o n  i s  th e  e x te n d e d  due 
d a te  f o r  f i l i n g  th e  1988 incom e tax r e t u r n .  I f  an i n d iv id u a l  
d i e s  b e f o r e  t h i s  d e a d l in e ,  an e l e c t i o n  can  be  made a s  p a r t  o f th e  
f i n a l  ta x  r e t u r n  f i l e d  by th e  d e c e d e n t ’ s p e r s o n a l  r e p r e s e n t a t i v e .
Once th e  d e a d l in e  h a s  p a s s e d ,  th e  e l e c t i o n  and th e  f a i l u r e  
t o  make an e l e c t i o n  a r e  i r r e v o c a b l e .
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THE GRANDFATHER ELECTION
The fo l lo w in g  s e c t io n  c o n ta in s  a w o rk sh e e t f o r  d e te rm in in g  
w h e th e r  an i n d iv i d u a l  has th e  r e q u i r e d  a cc u m u la te d  b e n e f i t s  to  
make th e  e l e c t i o n  and a d i s c u s s io n  o f  w h e th e r  th e  g r a n d f a th e r  
e l e c t i o n  i s  a d v is a b le  in  c e r t a i n  s i t u a t i o n s .
B ecause th e  e x c i s e  ta x  a p p l i e s  b o th  to  e x c e s s  d i s t r i b u t i o n s  
d u r in g  an i n d i v i d u a l ’ s l i f e t i m e  and to  e x c e s s  a c c u m u la tio n s  
re m a in in g  a t  d e a th ,  th e  d e c i s io n  to  make a g r a n d f a th e r  e l e c t i o n  
sh o u ld  be b a sed  on a co m p u te r p r o j e c t i o n  o f  how th e  ta x  w i l l  
a p p ly  d u r in g  an i n d i v i d u a l 's  l i f e t i m e  and a t  d e a th .  A c c o rd in g ly , 
th e  p r a c t i c e  g u id e  l i s t s  some o f  th e  a v a i l a b l e  s o f tw a re  p rog ram s 
a s  w e ll a s  s e v e r a l  o r g a n iz a t io n s  t h a t  w i l l  make com pu ter 
p r o j e c t i o n s  from  an in p u t  s h e e t .  The AICPA h as  n o t rev iew ed  
th e s e  p rog ram s and makes no reco m m en d a tio n s .
The g u i d e l i n e s  d i s c u s s e d  in  t h i s  p r a c t i c e  g u id e  can  be used  
as a check  a g a in s t  th e  c o n c lu s io n s  draw n from  th e  co m p u ter 
p r o j e c t i o n s .
10
WORKSHEET FOR DETERMINING ACCRUED BENEFITS ON AUGUST 1, 1986
1. In th e  sp a c e s  below  i n d i c a t e  th e  a c c o u n t b a la n c e s  in  d e f in e d  
c o n t r i b u t i o n  p l a n s ,  § 4 0 3 (a ) and §4 0 3 (b ) a n n u i t i e s ,  IRAs, and 
th e  p r e s e n t  v a lu e  o f th e  a c c ru e d  b e n e f i t  in  any d e f in e d  
b e n e f i t  p l a n s .  T hese num bers, e x c e p t  f o r  IRAs, sh o u ld  be 
f u r n is h e d  by th e  p la n  a d m i n i s t r a t o r  in  a fo rm a l
c o m m u n ic a tio n .
Type o f P la n :
B a la n c e s  o r  
PV o f  A ccrued 
B e n e f i t s  a s  o f
8 /1 /8 6
a
I f  8 /1 /8 6  B a la n c e s  a re  n o t 
a v a i l a b l e ,  u se  b a la n c e s  a s  o f :
B eg in n in g  o f  End o f
1986 P la n  Y ear 1986 P lan  Y ear
b c
IRA
Keogh P la n
D efin ed  B e n e f i t  P lan  
P r o f i t  S h a rin g  P la n  
Money P u rc h a se  P lan  
T a rg e t  B e n e f i t  P la n  
4 0 1 (k ) P lan  
ESOP
S to ck  Bonus P lan  
T h r i f t  P la n
Tax S h e l te r e d  A n n u i t ie s  
4 0 3 ( a ) ,  4 0 3 (b )
O th e r ( S p e c i f y )
T o ta l
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I f  num bers a re  e n te r e d  in  co lum ns 1b and 1c , i t  w i l l  be 
n e c e s s a ry  to  a v e ra g e  th e  two num bers t h a t  r e l a t e  to  each  p la n  to  
d e r iv e  th e  A ugust 1, 1986 b a la n c e .  The fo l lo w in g  fo rm u la  can be 
u s e d :
B eg in n in g  o f  1986 p la n  y e a r  b a la n c e
(from  column 1b ) : d
Number o f m onths be tw een  b e g in n in g  
o f p la n  y e a r  and 7 /3 1 /8 6 : e
B eg in n in g  o f  y e a r  w e ig h te d  
a v e ra g e  f a c t o r d x e = f
End o f 1986 p la n  y e a r  b a la n c e  
(from  colum n 1c ): g
Number o f  m onths be tw een  8 /1 /8 6  and 
end o f  1986 p la n  y e a r : h
End o f y e a r  w e ig h ted  
a v e ra g e  f a c t o r g x h = i
Add b e g in n in g  and end o f  y e a r  
w e ig h te d  a v e ra g e  f a c t o r s : f  + i  = j
D iv id e  j  by 12 = k
R ep ea t t h i s  c a l c u l a t i o n  f o r  
e n t r y  i s  made in  1b and 1c .
e v e ry  p la n o r  a c c o u n t w here an
2 . Add a l l  num bers e n te r e d  in  colum n l a  and a l l  o f  th e  b a la n c e s  
o r  b e n e f i t s  d e te rm in e d  f o r  each  p la n  on l i n e  1k ab o v e .
E n te r  th e  t o t a l  h e re :  __________________
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3 . The fo l lo w in g  am ounts re d u c e  th e  a c c ru e d  b e n e f i t s  on A ugust 
1, 1986. I f  th e s e  am ounts have been  in c lu d e d  in  th e  t o t a l s
on l i n e  1, th e y  sh o u ld  be s u b t r a c t e d  now.
E n te r  l i n e  2
S u b t r a c t :
a . Amounts t h a t  a re  d e te r m in a b le  on 
A ugust 1, 1986 a s  p a y a b le  u n d e r 
Q u a l ify in g  D om estic  R e la t io n s  O rd e r 
(QDRO) and in c lu d a b le  in
incom e o f  th e  payee
b . A f t e r - t a x  em ployee c o n t r i b u t i o n s
c .  P .S . 58 c o s t s  p r e v io u s ly  in c lu d e d  
i n t o  incom e
Add: 3 a , b and c
d . T o ta l  g r a n d f a th e r e d  am ount on 
A ugust 1, 1986
(L in e  2 m inus l i n e s  3 a , b and c )
I f  th e  g r a n d f a th e r e d  amount d o e s  n o t ex ceed  $ 5 6 2 ,5 0 0 , no 
e l e c t i o n  i s  a v a i l a b l e .  However, some o f th e  comments in  th e  
O b s e rv a t io n s  s e c t i o n  o f th e  p r a c t i c e  g u id e  may be h e l p f u l .
4 . The a v a i l a b l e  g r a n d f a th e r e d  am ount i s  red u c ed  on a d o l l a r  f o r  
d o l l a r  b a s i s  r e g a r d l e s s  o f th e  g r a n d f a th e r  re c o v e ry  method 
c h o sen  by any d i s t r i b u t i o n s  r e c e iv e d  be tw een  A ugust 1, 1986 
and December 3 1 , 1986.
a .  G ra n d fa th e re d  amount on A ugust 1, 1986 
L ine  3 (d )
b . D i s t r i b u t i o n s  r e c e iv e d  be tw een  
A ugust 1, 1986 and December 3 1 , 1986
c .  G ra n d fa th e re d  amount on J a n u a ry  1, 1987 
a v a i l a b l e  to  o f f s e t  f u t u r e  d i s t r i b u t i o n s  
L in e  4a m inus 4b
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COMPUTER ASSISTED ANALYSIS
T here  a re  s e v e r a l  c o m m e rc ia lly  a v a i l a b l e  co m p u ter p rog ram s 
t h a t  c a l c u l a t e  th e  §4980A e x c i s e  ta x .  The fo l lo w in g  i s  a p a r t i a l
l i s t  o f s o f tw a re  p a c k a g e s . 
Company
C o rb e l
F in a n c ia l  D ata P la n n in g
W ealth  A c c u m u la to rs /
M idw est C o n t in e n ta l  Co.
A ddress
6620 S o u th p o in t  D riv e  
J a c k s o n v i l l e ,  FL 32216 
1 -8 0 0 -4 2 1 -4 1 6 8
2140 S outh  D ix ie  Highway 
M iam i, FL 33133 
(305 ) 858-8200
124 N. Summit S t r e e t  
S u i t e  300 
T o le d o , OH 43604 
(419 ) 242-6940
N ote: The AICPA h as  n o t rev iew ed  and i s  n o t e n d o rs in g  th e
above p r o d u c ts .
As an a l t e r n a t i v e  to  d e v e lo p in g  o r  p u rc h a s in g  s o f tw a r e ,  
s e v e r a l  o r g a n iz a t io n s  w i l l  p r o c e s s  a co m p le ted  in p u t  s h e e t  and 
p ro d u ce  a r e p o r t .  T h is  a l t e r n a t i v e  may be  e s p e c i a l l y  a t t r a c t i v e  
f o r  p r a c t i t i o n e r s  who have o n ly  a few i n d iv i d u a l s  e l i g i b l e  to  
make th e  e l e c t i o n .  The fo l lo w in g  i s  a p a r t i a l  l i s t  o f 
o r g a n iz a t io n s  o f f e r i n g  t h i s  s e r v i c e .
Company A ddress
H e rb e r t  B e h ren s , L td . R egency P la c e
2820 S ou th  D e c a tu r  B lvd . 
Las V egas, NV 89102 
1 -8 0 0 -8 4 2 -5 5 0 5
C o rb e l 6620 S o u th p o in t  D riv e
J a c k s o n v i l l e ,  FL 32216 
1 -8 0 0 -4 2 1 -4 1 6 8
Some g e n e r a l i z a t i o n s  t h a t  m ight be h e lp f u l  in  i n t e r p r e t i n g  
th e  co m p u ter o u tp u t  a r e  d is c u s s e d  in  th e  fo l lo w in g  s e c t i o n  o f 
t h i s  g u id e .
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SHOULD THE GRANDFATHER ELECTION BE MADE?
5. Does th e  g r a n d f a th e r e d  amount on
L ine  3d ex ceed  $ 1 ,5 0 0 ,0 0 0 ?  Yes _____ No _____
I f  y e s , a g r a n d f a th e r  e l e c t i o n  w i l l  m ost l i k e l y  be 
b e n e f i c i a l .  C o n s id e r a t io n  sh o u ld  be g iv e n  to  e l e c t i n g  th e  10% 
d i s c r e t i o n a r y  re c o v e ry  method on Form 5329. T h is  form sh o u ld  be 
a t t a c h e d  to  th e  1988 incom e ta x  r e t u r n .  The 10% d i s c r e t i o n a r y  
method can be a c c e l e r a te d  to  100%. A c c e le r a t io n  to  100% may be 
a t t r a c t i v e  in  a y e a r  w here a non-lum p-sum  d i s t r i b u t i o n  in  e x c e s s  
o f $ 1 1 2 ,5 0 0 , a s  in d e x e d , ($ 1 1 7 ,5 2 9  f o r  1988) i s  r e c e iv e d  o r  a 
lump-sum  d i s t r i b u t i o n  in  e x c e s s  o f  $ 5 6 2 ,5 0 0 , a s  in d e x e d ,
($ 5 8 7 ,6 4 5  f o r  1988) i s  r e c e iv e d .  The o th e r  m ethod f o r  r e c o v e r in g  
th e  g r a n d f a th e r e d  am ount i s  th e  a t t a i n e d  age m ethod. You may 
s k ip  to  O b s e r v a t io n s .
I f  no, c o n t in u e  w ith  L in e  6.
6 . I f  th e  g r a n d f a th e r e d  am ount (L in e  3d ) i s  b e tw een  $562 ,500  and 
$ 1 ,5 0 0 ,0 0 0 , c o n s id e r  th e  fo l lo w in g  q u e s t io n s :
a .  Does th e  i n d iv i d u a l  e x p e c t  to  r e c e iv e
more th a n  $15 0 ,0 0 0  a y e a r  in  a 
non-lum p-sum  d i s t r i b u t i o n ?  Yes
b . Does th e  i n d iv i d u a l  e x p e c t
to  r e c e iv e  more th a n  $7 5 0 ,0 0 0
as a q u a l i f i e d  lump-sum
d i s t r i b u t i o n  and e l e c t
10- o r  5 - y e a r  a v e r a g in g ,  o r
e l e c t  c a p i t a l  g a in  t r e a tm e n t?  Yes
c . Would th e  i n d iv i d u a l  l i k e  th e  
f l e x i b i l i t y  o f  r e c e iv in g  
d i s t r i b u t i o n s  o f  more




7. I f  6a o r  b a re  y e s ,  g e n e r a l l y ,  a g r a n d f a th e r  e l e c t i o n  w i l l  be 
a d v a n ta g e o u s .
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8. I f  l i n e  6c i s  y e s ,  c o n s id e r  making th e  e l e c t i o n .  For 
exam p le , assum e t h a t  an i n d iv i d u a l  h a s  $ 800 ,000  in  an IRA, 
w ith  a $ 7 20 ,000  g r a n d f a th e r  am ount. C u r r e n t ly ,  th e  
in d iv id u a l  does n o t p la n  on ta k in g  more th a n  $150 ,000  a y e a r  
b u t ,  b e c a u se  o f an u n fo re s e e n  em ergency , may need $ 2 0 0 ,0 0 0 . 
I f  no e l e c t i o n  i s  made, $ 5 0 ,0 0 0  may be s u b je c t  to  th e  t a x .
I f  an e l e c t i o n  i s  made, u n d e r th e  100% d i s c r e t i o n a r y  m ethod, 
none o f th e  w ith d ra w a l m igh t be s u b je c t  to  t a x .
9. I f  6a th ro u g h  c a r e  a l l  no , and th e  g r a n d f a th e r  amount i s  
be tw een  $ 5 6 2 ,5 0 0  and $ 7 5 0 ,0 0 0 , th e  e l e c t i o n  i s  p ro b a b ly  n o t 
n e c e s s a r y .
10. I f  6a th ro u g h  c a r e  a l l  no , and th e  g r a n d f a th e r  amount i s  
be tw een  $750 ,000  and $ 1 ,5 0 0 ,0 0 0 , c o n s id e r  m aking th e  
e l e c t i o n ,  a l th o u g h  i t  may n o t r e s u l t  in  s i g n i f i c a n t  e x c is e  
ta x  s a v in g s .
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11. The fo llo w in g  f lo w c h a r t  sum m arizes th e  a n a l y s i s  in  l i n e s  5 
th ro u g h  10:
G ra n d fa th e re d  (GF) Amount 
G r e a te r  th a n  $ 1 ,5 0 0 ,0 0 0 ?
Yes
P ro b a b ly , y e s  
make e l e c t i o n GF be tw een
------------- 
GF be tw een
$ 750 ,000  and $ 1 ,5 0 0 ,0 0 0 $56 2 ,5 0 0  and $750 ,000
P ro b a b ly , y es
make e l e c t i o n  Does th e  i n d iv i d u a l  p la n
to  r e c e iv e  non-lum p-sum  
d i s t r i b u t i o n s  o f 
more th a n  $ 1 5 0 ,0 0 0  o r  a 
lum p-sum  d i s t r i b u t i o n  
o f  more th a n  $ 7 5 0 ,0 0 0 ?
 
Yes
I s  10 o r  5 y e a r  
a v e ra g in g  e l e c t i o n
a v a i l a b l e ?
 
No
P ro b a b ly , no do 
n o t make an
e l e c t i o n
 
Yes No
P ro b a b ly , no , P ro b a b ly , y e s ,
do n o t make make e l e c t i o n
an e l e c t i o n
u n le s s  p la n n in g
to  r e c e iv e  n o n -
lump-sum  am ounts
E n te r  th e  a p p r o p r i a t e  r e s p o n s e :
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12. The fo l lo w in g  d e c i s io n  t r e e  sum m arizes w h e th e r  a g r a n d f a th e r  
e l e c t i o n  makes s e n s e  f o r  p u rp o s e s  o f  th e  e s t a t e  e x c i s e  t a x .
To u se  th e  t r e e ,  u se  th e  g r a n d f a th e r  amount on L ine  4 and th e  
i n d i v i d u a l ’s c u r r e n t  a g e . F ind  th e  p o r t io n  o f  th e  d e c i s io n  
t r e e  t h a t  c o r re s p o n d s  w ith  th e  age ch o sen  and g r a n d f a th e r  
am ount.
G ra n d fa th e r  (GF) Amount 
G r e a te r  th an  $ 1 ,5 0 0 ,0 0 0 :
 Yes
 
Make E le c t io n
No
GF Betw een 
$ 1 ,0 0 0 ,0 0 0 -  
$ 1 ,5 0 0 ,0 0 0
GF Between 
$ 7 5 0 ,0 0 0 -
$ 1 ,0 0 0 ,0 0 0
GF Betw een





Ag e Ag e Ag e
55-65  65-75  >75
Ag e Ag e Ag e
55-65  65-75  >75
P ro b a b ly
Yes Yes Yes
P ro b a b ly
No Yes Yes
P ro b a b ly  P ro b a b ly
No No Yes
E n te r  th e  a p p r o p r i a t e  r e s p o n s e :
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13. The D e c is io n  to  Make th e  G ra n d fa th e r  E le c t io n
a . T here  i s  no "ea sy  r u l e . "
b . The d e c i s io n  to  make a g r a n d f a th e r  e l e c t i o n  w i l l  depend 
upon two i n t e r r e l a t e d  a s s e s s m e n ts :
• Does i t  make s e n s e  to  make th e  e l e c t i o n  b a sed  on 
e x p e c te d  l i f e t i m e  d i s t r i b u t i o n s ?
• Would th e  e l e c t i o n  re d u c e  th e  e s t a t e  e x c i s e  ta x ?
N ote: M in im iz in g  th e  e x c i s e  ta x  on l i f e t i m e
d i s t r i b u t i o n s  may in c r e a s e  th e  e s t a t e  e x c i s e  ta x  and 
v ic e  v e r s a .  Even though  th e  l i f e t i m e  and e s t a t e  e x c i s e  
ta x  w i l l  be c o n s id e re d  s e p a r a t e l y ,  th e  two a re  n o t 
m u tu a lly  e x c l u s i v e .
Based on th e  p r e v io u s  r e s p o n s e s ,  th e  fo l lo w in g  t a b l e  sh o u ld
h e lp  you re a c h  th e  a p p r o p r i a te  d e c i s io n :
P o s s ib le  R esp o n ses  From:
L ife t im e  E s t a t e  S hould  th e  g r a n d f a th e
L ine  11 L ine 12 e l e c t i o n  be made?
Yes Yes Yes
No No No
Yes No P ro b a b ly Yes *
No Yes P ro b a b ly No *
Answers 
I n d i c a t e d :
* L ife t im e  c o n s i d e r a t i o n s  a re  u s u a l ly  o v e r r id in g  b e c a u se  o f  th e  
g r e a t e r  p r e s e n t  v a lu e  im p a c t. However, i n d iv i d u a l  f a c t s  and 
c ir c u m s ta n c e s  m ust be exam ined .
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14. What i s  th e  c o s t  o f  making th e  g r a n d f a th e r  e l e c t i o n ?
The o n ly  d i f f e r e n c e  in  making o r  n o t making th e  g r a n d f a th e r  
e l e c t i o n  i s  th e  a v a i l a b l e  th r e s h o ld  am oun ts. The fo l lo w in g  t a b l e  
sum m arizes th e  a v a i l a b l e  th r e s h o ld  am ounts:
Summary o f  T h re sh o ld  Amounts
D i s t r i b u t i o n s  Not 
S u b je c t  to
Lump Sum E le c t io n
D i s t r i b u t i o n s  
S u b je c t  To
Lump Sum E le c t io n
No G ra n d fa th e r  E le c t io n G r e a te r  o f : 
$ 1 5 0 ,0 0 0 , o r  
$ 1 1 2 ,5 0 0 , in d ex e d
G r e a te r  o f : 
$ 7 5 0 ,0 0 0 , o r  
$ 5 6 2 ,5 0 0 , in d ex ed
G ra n d fa th e r  E le c t io n G r e a te r  o f :  
$ 1 1 2 ,5 0 0 , in d e x e d , 
o r  a v a i l a b l e  g ra n d ­
f a th e r e d  amount
G r e a te r  o f :  
$ 5 6 2 ,5 0 0 , in d e x e d , 
o r  a v a i l a b l e  g ra n d ­
f a th e r e d  amount
As can  be se en  from  th e  t a b l e  b e lo w , th e  c o s t  o f  making th e  
g r a n d f a th e r  e l e c t i o n  ( i . e .  b e in g  r e q u i r e d  to  u se  a l e s s e r  
th r e s h o ld )  d im in is h e s  e v e ry  y e a r  and sh o u ld  e v e n tu a l ly  d i s a p p e a r ,  
so  lo n g  a s  C o n g ress  d o e s  n o t r e p e a l  th e  in d e x in g  f o r  th e  COLA 
t h r e s h o ld .  Assuming t h a t  th e  c u r r e n t  law re m a in s  i n t a c t  and 
assum ing  a c o n tin u e d  4% i n f l a t i o n  r a t e ,  th e  fo l lo w in g  c h a r t  
com pares th e  th r e s h o ld  am ounts f o r  l i f e t i m e  d i s t r i b u t i o n s :
Non-Lump-Sum D i s t r i b u t i o n  Lump-Sum D i s t r i b u t i o n
No No
G ra n d fa th e r G ra n d fa th e r* G ra n d fa th e r G ra n d fa th e r*
1988 $ 150 ,000 $ 117 ,529 $7 5 0 ,0 0 0 $ 5 87 ,645
1989 $ 1 50 ,000 $ 1 22 ,580 $ 7 50 ,000 $612 ,900
1990 $150 ,000 $127 ,483 $ 7 50 ,000 $ 6 37 ,415
1991 $ 1 50 ,000 $132 ,582 $7 5 0 ,0 0 0 $662 ,910
1992 $ 150 ,000 $ 1 37 ,885 $ 7 50 ,000 $689 ,425
1993 $ 1 50 ,000 $14 3 ,4 0 0 $7 5 0 ,0 0 0 $717 ,000
1994 $ 1 50 ,000 $14 9 ,1 3 6 $7 5 0 ,0 0 0 $ 7 45 ,680
1995 $155 ,101 $155 ,101 $ 7 75 ,505 $775 ,505
* T h is  t a b l e  d o es  n o t ta k e  i n t o  a c c o u n t th e  e f f e c t  o f th e  
g r a n d f a th e r e d  am ounts on th e  t h r e s h o ld .
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In  1995 and t h e r e a f t e r ,  th e  g r a n d f a th e r  and n o n - g r a n d f a th e r  
t h r e s h o ld s  a re  p r o je c te d  to  be th e  sam e.
A s i m i l a r  c o m p ariso n  a p p e a rs  below  f o r  th e  e s t a t e  e x c is e
ta x .  T h is  t a b l e  shows th e  th r e s h o ld  am ounts f o r  an i n d iv id u a l
who i s  age 65 in  each  o f th e  fo l lo w in g  y e a r s :









$ 1 ,0 1 9 ,5 5 0  
$ 1 ,0 1 9 ,5 5 0  
$ 1 ,0 1 9 ,5 5 0  
$ 1 ,0 1 9 ,5 5 0  
$ 1 ,0 1 9 ,5 5 0  
$ 1 ,0 1 9 ,5 5 0  
$ 1 ,0 1 9 ,5 5 0  
$ 1 ,0 5 4 ,2 2 1
$79 8 ,8 4 5  
$ 8 33 ,176  
$866 ,502  
$ 9 01 ,160  
$ 9 3 7 ,2 0 4  
$97 4 ,6 9 0
$ 1 ,0 3 1 ,6 7 7  
$ 1 ,0 5 4 ,2 2 1
COLA th r e s h o ld  amount m u l t i p l i e d  by 6 .7 9 7 , § 2 0 .2 0 3 1 -7  T ab le  A
N ote: The g r a n d f a th e r e d  am ounts a r e  n o t ta k e n  i n t o  a c c o u n t
u n d e r t h i s  c a l c u l a t i o n .
A gain , in  1995, th e  g r a n d f a th e r  and n o n - g r a n d f a th e r  e s t a t e  
th r e s h o ld  am ounts a r e  p r o je c te d  to  be e q u a l .  T h e re fo re ,  f o r  an 
i n d iv i d u a l  d y in g  a f t e r  1995, t h e r e  a p p e a rs  to  be no c o s t  to  
making th e  e l e c t i o n .  The e s t a t e  e x c i s e  ta x  c o s t  f o r  i n d i v i d u a l s  
d y in g  when th e  g r a n d f a th e r  th r e s h o ld  am ounts a r e  lo w e r th a n  th e  
n o n - g r a n d f a th e r  th r e s h o ld  am ounts i s  m in im ized  by th e  s u r v iv in g  
sp o u se  e l e c t i o n .  T h is  e l e c t i o n  a l lo w s  a s p o u s a l  b e n e f i c i a r y  th e  
o p p o r tu n i ty  to  a v o id  p ay in g  th e  e s t a t e  e x c i s e  ta x  a t  th e  tim e  o f  
th e  d e c e d e n t s p o u s e ’ s d e a th .  I f  th e  s u r v iv in g  sp o u se  l i v e s  u n t i l  
th e  th r e s h o ld  am ounts a r e  e q u a l ,  th e n  th e  e s t a t e  e x c i s e  ta x  
e x p o su re  r e s u l t i n g  from  u n e q u a l th r e s h o ld  am ounts i s  e l im in a te d .
I f  an i n d iv i d u a l  i s  n o t m a rr ie d  o r  i f  th e  sp o u se  i s  n o t th e  
b e n e f i c i a r y  o f  th e  a p p l i c a b l e  p l a n s ,  th e  d e c i s io n  to  make a 
g r a n d f a th e r  e l e c t i o n  becom es more d i f f i c u l t  f o r  low l e v e l s  o f  
b e n e f i t s .  In m aking th e  d e c i s i o n ,  an i n d i v i d u a l ’s h e a l th  sh o u ld  
be a m ajo r c o n s i d e r a t i o n .  I f  i t  i s  p ro b a b le  t h a t  th e  in d iv id u a l  
may d ie  d u r in g  th e  p e r io d  o f  u n e q u a l t h r e s h o ld s ,  th e n  making th e  
e l e c t i o n  may r e s u l t  in  a l a r g e r  e s t a t e  e x c i s e  t a x .
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The g r a n d f a th e r  e l e c t i o n  g e n e r a l l y  r e s u l t s  in  th e  g r e a t e s t  
e x c i s e  tax  s a v in g s  i f  th e  g r a n d f a th e r  b a la n c e  i s  in  e x c e s s  o f  
$ 1 ,5 0 0 ,0 0 0  and th e  in d iv id u a l  i s  c lo s e  to  r e t i r e m e n t .
OBSERVATIONS
15. T here  i s  no s u b s t i t u t e  f o r  a co m p u ter a n a l y s i s  in  d e c id in g  
w h e th e r to  make a g r a n d f a th e r  e l e c t i o n .  The o n ly  way to  get
a c o m p le te  id e a  o f th e  r a m i f i c a t i o n s  o f  an e l e c t i o n  i s  to  run  
a l i f e t i m e  p r o j e c t i o n  t h a t  w i l l  ta k e  i n t o  a c c o u n t th e  t a x -  
f r e e  b u i ld  up in  th e  q u a l i f i e d  p l a n s ,  § 4 0 3 (a ) and §403 (b ) 
a n n u i t i e s ,  and IRAs a s  w e ll a s  to  c a l c u l a t e  th e  minimum 
r e q u i r e d  d i s t r i b u t i o n s .  T h is  a n a l y s i s  sh o u ld  a l s o  c o n s id e r  
th e  e s t a t e  e x c i s e  ta x  r a m i f i c a t i o n s .
16. I f  an e l e c t i o n  i s  d e s i r a b l e ,  th e  m ost f l e x i b l e  re c o v e ry  
method a p p e a rs  to  be  th e  10% d i s c r e t i o n a r y  m ethod . T hat w i l l  
c o n s e rv e  th e  g r a n d f a th e r  amount u n t i l  a c c e l e r a t i o n  to  th e  
100% d i s c r e t i o n a r y  m ethod i s  r e q u i r e d .
17. S p l i t t i n g  Lump Sum D i s t r i b u t i o n s  to  Avoid The E x c ise  Tax.
Som etim es a p a r t i c u l a r  d i s t r i b u t i o n  s t r a t e g y  may e l im in a te  
th e  e x c i s e  t a x ,  b u t  th e  same s t r a t e g y  may in c r e a s e  incom e 
t a x e s .  T h e r e fo r e ,  incom e ta x  im p a c t m ust be c o n s id e re d  in  
any e x c i s e  ta x  s t r a t e g y .
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T h re sh o ld  Amounts To D eterm ine  
E xcess  R e tire m e n t  A c cu m u la tio n s  
(B ased  on $ 1 50 ,000  -  T h re s h o ld )
Age
T h re sh o ld  
Amount
50 1 ,2 7 1 ,1 4 5
51 1 ,2 5 8 ,1 1 0
52 1 ,2 4 4 ,5 3 5
53 1 ,2 3 0 ,2 4 0
54 1 ,2 1 5 ,8 1 0
55 1 ,2 0 0 ,6 9 0
56 1 ,1 8 5 ,0 9 0
57 1 ,1 6 8 ,9 6 5
58 1 ,1 5 2 ,3 3 0
59 1 .1 3 5 .1 2 5
60 1 ,1 1 7 ,3 6 5
61 1 ,0 9 9 ,0 0 5
62 1 ,0 8 0 ,0 3 0
63 1 ,0 6 0 ,4 4 0
64 1 ,0 4 0 ,2 8 0
65 1 ,0 1 9 ,5 5 0
66 9 9 8 ,2 6 5
67 9 7 6 ,4 4 0
68 9 5 4 ,1 5 0
69 9 3 1 ,2 9 0
70 9 0 7 ,8 3 0
71 8 8 3 ,5 6 5
72 8 5 7 ,4 1 5
73 8 3 3 ,7 1 0
74 8 0 7 ,9 3 0
75 782 ,235
76 7 5 6 ,6 1 5
77 73 1 ,130
78 7 0 5 ,7 3 5
79 6 8 0 ,3 3 5
80 6 5 4 ,8 8 5
E x h ib i t  I
L e t t e r  To C l i e n t s
Date
Mr. John Doe
123 High S t r e e t
P lym ou th , I l l i n o i s  12345
Dear Jo h n :
You may be a f f e c t e d  by a new 15% e x c i s e  ta x  on c e r t a i n  r e t i r e m e n t  
p la n  am oun ts, w h e th e r  o r  n o t you a re  c u r r e n t l y  r e c e iv in g  
d i s t r i b u t i o n s  from y o u r p la n s .  Under a s p e c i a l  "g r a n d f a t h e r ” 
e l e c t i o n ,  y o u r r e t i r e m e n t  p la n  a c c ru e d  b e n e f i t s  in  e x c e s s  o f 
$ 5 6 2 ,5 0 0  a s  o f  A ugust 1, 1986 can  be s h e l t e r e d  from  t h i s  ta x .  
However, you must a c t  by th e  tim e  you f i l e  y o u r 1988 r e tu r n  o r  
you w i l l  lo s e  th e  o p p o r tu n i ty  to  make t h i s  e l e c t i o n .
We need to  d e te rm in e  how th e  g r a n d f a th e r  e l e c t i o n  and o th e r  
r e l a t e d  s t r a t e g i e s  can  h e lp  you a v o id  any u n n e c e s s a ry  ta x .  
T h e r e fo r e ,  p le a s e  c o n ta c t  y o u r em p lo y er (o r  p r i o r  e m p lo y e r)  and 
i n s t i t u t i o n s  t h a t  h o ld  y o u r IRAs and Keoghs to  o b ta in  y o u r 
a c c ru e d  b e n e f i t s  a s  o f A ugust 1, 1986. W ith o u t t h i s  in f o r m a t io n ,  
i t  w i l l  n o t be p o s s ib l e  to  make th e  a p p r o p r i a t e  d e c i s io n s  
r e g a rd in g  th e  e x c i s e  ta x .
E n c lo se d  i s  a d r a f t  l e t t e r  t h a t  you can  u se  in  r e q u e s t in g  th e  
in f o r m a t io n .  I f  you have any q u e s t io n s ,  p le a s e  c a l l  me.
Very t r u l y  y o u rs ,
E x h ib i t  I I
Sam ple L e t t e r  to  E m ployer R e q u e s tin g  
A ccount B a lan ce  a s  o f A ugust 1, 1986
D ate
Mr (P la n  A d m in is t r a to r )
XYZ C o rp o ra tio n
123 S t a t e  Avenue
New Y ork, New York 10050
Re: R e q u e s t f o r  a c c ru e d  b e n e f i t  r e p o r t
Dear Mr. (P la n  A d m in is t r a to r ) :
I r e s p e c t f u l l y  r e q u e s t  a s ta te m e n t  a s  to  th e  lump-sum v a lu e  o f my 
a c c ru e d  b e n e f i t  in  th e  XYZ D efined  B e n e f i t  P e n s io n  P lan  a s  o f 
A ugust 1, 1986 .*
T h is  r e q u e s t  i s  made p u r s u a n t  to  IRC § 6047 (d ) and th e  Tem porary 
R e g u la t io n s  §54.4981A -1T  is s u e d  by th e  I n t e r n a l  Revenue S e rv ic e  
on December 10, 1987.
Your prom pt a t t e n t i o n  to  t h i s  r e q u e s t  i s  a p p r e c ia te d .
Very t r u l y  y o u rs ,
C l i e n t
* I f  th e  p la n  i s  a d e f in e d  c o n t r i b u t i o n  p la n :  I r e s p e c t f u l l y  
r e q u e s t  a s ta te m e n t  a s  to  my a c c o u n t b a la n c e  in  th e  XYZ D efin ed  
C o n t r ib u t io n  P la n ( s )  a s  o f  A ugust 1, 1986.
E x h ib i t  I I I
R e fe re n c e s  and B ib lio g ra p h y
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